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PART A 
ALL Students MUST answer questions 1 to 20 
(2 marks are allocated to each question) 


Select the correct answer (or answers) for each of the following TWENTY (20) questions by 
clearly circling the appropriate letters on the Answer Sheet provided on page 11. 
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Units of pollution reduced 


1. Figure 1 above shows the marginal control costs for two firms. Suppose that the 
two firms must reduce pollution by a total of 50 tons. Initially, each firm is required 
to reduce its pollution by 25 tons. What areas would represent the two firms’ total 
pollution control costs after emissions trading? 


a. A+B+D 

b. A+B+C+D 
c. A+B+D+E 
d. A+B+C+D+E 
e. A+B+C 
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Table 1 
Excludable Nonexcludable 
Rivalrous Good 1 Good 2 
Nonrivalrous Good 3 Good 4 


2. With reference to Table 1, examples of goods of type Good 2 would include... 
Cable TV 

Free-to-air TV 

A loaf of bread 

The atmosphere 

Ocean fisheries 
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3. With reference to Table 1, examples of goods of type Good 4 would include... 
Cable TV 

Free-to-air TV 

A loaf of bread 

The atmosphere 

Ocean fisheries 
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4. A pollution tax would be preferable to a system of transferable permits when... 

a. The marginal costs of damages are steep and the marginal costs of pollution reduction 
are relatively stable 

b. The marginal costs of damages are steep and the marginal costs of pollution reduction 
are steep 

c. The marginal costs of damages are relatively stable and the marginal costs of pollution 
reduction are relatively stable 

d. The marginal costs of damages are relatively stable and the marginal costs of pollution 
reduction are steep 

e. The marginal costs of damages are elastic and the marginal costs of pollution 
reduction are also elastic 


5. Which one of the following techniques would most likely be used to estimate the 
value of a lake heavily used by boaters and swimmers? 

Hedonic pricing 

The Travel Cost Method 

Defensive expenditures 

Replacement cost methods 

Contingent valuation 


e200 


6. Assuming the Coase theorem applies, an efficient allocation of a resource will result 
Only if the party affected by an externality has the property rights 

Only if there are no externalities 

Through negotiations between the parties involved 

Only if the party responsible for the externality has the property rights 

Only if the government acts to internalise externalities 
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10. 


11. 


12. 
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The socially optimal provision of a public good can be obtained by ... 
Privatising the good 

Vertically adding the demand curves for the good 

Horizontally adding the demand curves for the good 

Eliminating access to the good 

Allowing open access to the good 
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The travel cost method of valuation is based on the premise... 

a. Thatasurvey of individuals at different recreational sites will provide information about 
the appropriate level of pollution at camp sites 

b. That travel cost to a site can be regarded as the price of access to the site 

c. That individual measurements of consumer surplus can be used to generate an 

average value associated with a specific recreational site 

That travel costs also capture any non-use values associated with a specific site 

The further an individual travels to visit a specific site the less value they place on that 

site 


ee 


An emissions standard will work best in which of the following cases? 
The marginal cost of pollution reduction curve is relatively flat 

The marginal cost of pollution reduction curve is relatively steep 

All firms have similar equipment and technology 

The health effects of a pollutant are relatively unknown 

Firms have very different equipment and technology 
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What is the main advantage of a carbon tax relative to an emissions trading 
scheme? 

The level of emissions is known with certainty 

It encourages technological innovation 

It results in a lower level of price increases to consumers 

The price of emissions is known with certainty 

It is overwhelmingly favored by businesses 


oArop 


An economist estimates the cost of an environmental nuisance caused by 
unpleasant odour emitted from a waste water treatment plant by calculating the 
effect this has on the price of houses located close to the plant. This is an example 
of what type of economic valuation? 

Hedonic pricing 

Production function valuation 

Contingent valuation 

Travel cost method 

Choice experiments 
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Assuming economic efficiency is maximised, when will more of a resource tend to 
be used in the first time period (as compared to future time periods)? 

Whenever the discount rate is positive 

Whenever the marginal net benefits in the present are positive 

Whenever the discount rate is zero 

Whenever the user costs are positive in the present 

Whenever the marginal net benefits in the future are negative 


e290 
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Figure 2 


13. 


14. 


15. 


16. 


Marginal revenue/cost & average revenue 


Fishing effort 


With reference to Figure 2 the level of fishing effort labelled b represents... 
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The economic optimum 

The open-access equilibrium 
The maximum sustainable yield 
The break-even point 

Where profit is maximised 


Strong sustainability is best defined in economic terms as? 


a. 
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Perfect substitutability between natural and man-made capital 
Imperfect substitutability between natural and man-made capital 
Imperfect complementarity between natural and man-made capital 
No substitutability between natural and man-made capital 

Perfect complementarity between natural and man-made capital 


From an economic perspective, there is “too little” pollution in a market if ... 


a. 
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The profits of businesses are not maximised 

The marginal benefits of a polluting activity exceed the marginal costs 
The marginal costs of a polluting activity exceed the marginal benefits 
The net social benefits of pollution are zero 

The net private benefits of pollution are zero 


Which one of the following statements is true? 


a. 
b. 
c 
d 


e. 


Clear-cutting is always more profitable than sustainable forest management 
Sustainable forest management is always more profitable than clear-cutting 
Clear-cutting and sustainable forest management are equally profitable 

The relative profitability of clear-cutting and sustainable forest management depends 
on the discount rate 

It is impossible to determine whether clear cutting is more profitable than sustainable 
forest management 
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Figure 3 


17. 


18. 


MINPB (polluter) 


MEC (pollutee) 


Q* 


| Smoke Pollution | 


Zero pollution Full pollution 


Figure 3 above shows the marginal benefits a factory receives from production, as 
well as the marginal damages from its pollution to a nearby community. Assume 
the community holds the right to prevent pollution and that the conditions for the 
Coase Theorem apply. After the factory and community negotiate an agreement, 
what area(s) represent(s) the net benefits the community receives? Assume that all 
pollution rights sell for the same price per unit. 


a. A 

b. B 

c. E 

d. A+B 

e. A+B+C 


Which one of the following statements is false? 

a. Technological progress will lower the price of transferable pollution permits 

b. Under a pollution tax, technological progress will reduce overall pollution levels 

c. Under a system of transferable pollution permits, technological progress will reduce 
overall pollution levels 

d. A pollution tax creates an incentive for technological progress 

e. Under a system of transferable pollution permits, technological progress can result in 
some firms increasing their pollution levels 


ECON329, Trimester 2 2018 


Figure 4 
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19. Figure 4 above shows a hypothetical market for coal-fired electricity. What is the 
amount of tax that a regulator would need to impose on the price of electricity so 
that this market is brought back to the social equilibrium quantity? 

a. O 


b. P2-Pi 
C.. Pz=Pi 
d. P1-0 
e. P2e-0 
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Figure 5 
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20. Figure 5 above shows the potential ways to allocate a non-renewable, high quality 
copper resource across two generations with a total supply of 250 million tons. The 
curve MNB1 shows the marginal net benefits in the current generation and PV 
[MNB2] shows the marginal net benefits in the second generation after discounting. 
If the market for the resource were allowed to go to equilibrium in the first 
generation, without any regulation, how much of the resource would be consumed 
in the second generation? 

0 tons 

50 million tons 

100 million tons 

150 million tons 

200 million tons 
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PART B 
Candidates MUST answer any TWO (2) of the SIX (6) questions in the answer books 
provided. 
(20 marks are allocated to each question) 


Question 21 

You have been asked to evaluate the environmental costs associated with a project that will 
construct a hydro-electric dam in Tasmania and which will result in the flooding of a large area 
of old-growth forest. Describe the valuation techniques that you might employ in this situation 
and explain what types of values they can elicit. (20 marks) 

Question 22 

Explain how a subsidy can increase economic efficiency in the case of a positive externality, 
illustrating your answer with a diagram (or diagrams). (20 marks) 

Question 23 

Use of an emissions trading scheme (ETS) is one proposed approach that might be used to 
reduce emissions of greenhouse gases. Some commentators argue that use of a carbon tax 
is a better approach to use than an ETS. Explain which of these two approaches you favour 
and why, specifically focusing on how effective they are in reducing greenhouse gas 
emissions. (20 marks) 

Question 24 

Describe how a resource depletion tax can be used to maximise economic efficiency in the 
use of a non-renewable resource over time. Use a diagram including user costs to support 
your explanation. (20 marks) 


Question 25 


Explain how a system of individual transferable permits works in a fishery. (20 marks) 


Question 26 


Describe the term ‘natural capital’ and use it to carefully explain the difference between the 
concepts of weak and strong sustainability. (20 marks) 


This page Is 
deliberately 
blank. 
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Student Number: 


PART A — MUTIPLE CHOICE ANSWER SHEET 


This sheet is to be detached and handed in with your Answer Books at the end of the 
examination. 


Please CIRCLE clearly the correct answer (or answers). 


Question 
1. eae ebe ece ede ece 
2. eae ebe ece ede ece 
3. eae ebe ece ede ece 
4. eae ebe ece ede ece 
5; eae ebe ece ede ece 
6. eae ebe ece ede ece 
re eae ebe ece ede ece 
8. eae ebe ece ede ece 
a; eae ebe ece ede ece 
10. eae ebe ece ede ece 
11. eae ebe ece ede ece 
12. eae ebe ece ede ece 
13. eae ebe ece ede ece 
14. eae ebe ece ede ece 
15. eae ebe ece ede ece 
16. eae ebe ece ede ece 
17. eae ebe ece ede ece 
18. eae ebe ece ede ece 
19. eae ebe ece ede ece 
20. eae ebe ece ede ece 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in the 
cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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